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REBUTTAL TESTI MONY OF J. THOVAS O BRI EN

BACKGROUND

Q Pl ease state your nanme, title and busi ness address.

A J. Thomas O Brien, Executive Director-Regulatory Affairs,
Ameritech Illinois, 225 W Randol ph Street, HQ7C,
Chi cago, Illinois 60606

Q Are you the same J. Thomas O Brien who previously filed

direct testinmony in this proceeding?

A. Yes, | am

Q What is the purpose of your rebuttal testinony?

A. The purpose of ny rebuttal testinony is to respond to the
coments of I CC Staff and others regarding the operation
of the Alternative Regulatory Plan (hereafter, the
“Plan”). | will present sone further revisions to the
Pl an proposed by Aneritech to address some of the
concerns raised by the Illinois Commerce Comm ssion Staff
and intervenors (GCl) in their direct testinony.
Specifically, | propose to renove service quality from
the Plan and address service quality with a separate

mechani sm | al so describe how such a nmechani sm shoul d
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function. This and other changes that | am proposing are
shown in Schedule 1 (an updated version of the Schedule 1
attached to nmy direct testinmony) which shows the
revisions to Appendix A of the first Alternative

Regul atory Order in legislative style.

SERVI CE QUALITY

Q VWhat aspects of service quality will you address in your

rebuttal testinony?

A. | will respond to the proposals of Staff w tness Jackson
and GCI wi tness TerKeurst regarding changes to the
treatment of service quality under the Alternative
Regul ation Plan. M. Hudzik w Il provide specific

details that support Ameritech Illinois’ proposal.

Q What is the statutory objective for an Alternative

Regul ation Plan with respect to service quality?

A A plan is in the public interest to the extent it “wl]l

mai ntai n” service quality.

Q What does “maintain” nean, in that context?

A. | am not an attorney. However, in terns of ordinary

English, “mintain” is defined as “to keep in an existing
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state (as of repair, efficiency or validity).” Wbster’s

Ni nt h New Col | egi ate Dictionary 718 (1989).

How did the Commi ssion apply that standard in Docket 92-

04487

As noted in M. Gebhardt’s testinony, consistent with the
ordi nary nmeaning of the word “maintain,” the Conm ssion
adopted service quality benchmarks based on Aneritech
I1linois’ actual performance for seven of the eight
measures, in which Ameritech Illinois’ perfornmance was
consistent with the Comm ssion’s generally applicable
service quality rules. The Conm ssion did so by
averaging Aneritech Illinois’ performance for the two
years prior to the consideration of the plan, 1990 and
1991. The exception was out of service over 24 hours.
There, the Comm ssion applied the standard in the

Comm ssion’s rul es, because actual performance fell short
of that standard. 1In all the other measures, Aneritech
Il1linois’ actual performance exceeded the Comm ssion’s

st andards and the better conpany performance was adopt ed
as the benchmark. The Comm ssion did not inpose any
benchmarks that did not reflect either an established

| evel of performance or, for out of service over 24

hours, the m ninmum standard provided in the rules.
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Do the parties generally recognize the appropriate

st andard?

Yes, they do. For exanple, Dr. Selwn testifies on
behal f of the City of Chicago that “The Comm ssion did

not inplenment the service quality component in an effort

to inprove Ameritech Illinois’ quality, only to maintain
it.” (Chicago Ex. 1.0, pp. 66-67, enphasis in original).

M. MClerren takes a simlar position. (Staff Ex. 8.0,

p.5)

Do the parties consistently apply that standard in their
proposal s regardi ng changes to the service quality

conponent of the Alternative Regul ation Pl an?

No, they do not. As | wll discuss below, both M.
Jackson (on behalf of Staff), to some extent, and Ms.
Ter Keurst (on behalf of GCI), to a nuch greater extent,
propose service quality standards that are far nore
stringent than any established | evel of Conpany
performance or any existing Conm ssion rule. Those
proposed benchmar ks cannot be squared with the statutory
goal of maintaining, rather than inproving, service
quality. |If the goal of the plan is to maintain, rather
than inprove, service quality, the specific benchmarks

for any new service quality measures should be based
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either on established service |evels, or on the m ni num
standards in the Comm ssion’s rules (if established

service |levels fall bel ow those standards).

Pl ease summari ze Anmeritech Illinois’ position regarding

Staff’s proposal relative to service quality.

Ameritech Illinois agrees to nmuch of Staff’s proposal,

with certain nodifications.

First, Ameritech Illinois agrees with Staff that service
quality incentives should be renoved fromthe PCl

cal cul ati on

Second, Aneritech Illinois agrees with nost of Staff’s
proposal concerning changes to the existing service

gqual ity neasures. Anmeritech Illinois agrees that all of
staff proposed additions to the service quality neasures
addressed by the Alternative Regulation Plan are
appropriate, with the exception of abandoned calls.
However, Aneritech Illinois disagrees with Staff’s
proposed benchmarks for the new measures, because they do
not approxi mate either established | evels of perfornmance
or the levels required by existing Comm ssion rules.
Therefore, they are inconsistent with the statutory goal

of maintaining, rather than inproving, service quality.
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Ameritech Illinois would agree to benchmarks for those
measures that appropriately track actual performance
and/ or the Conm ssion’s rules. Such an approach is
consistent with what the Conm ssion found appropriate in
establishing the service quality conponent of the PCl in
its Docket 92-0448 Order. Aneritech Illinois disagrees
with Staff’s proposal to change the manner in which
installation within five business days is cal cul ated, and
with Staff’s proposal to add a new nmeasure for abandoned

calls.

Third, Aneritech Illinois agrees with Staff’s proposed
del etions fromthe service quality standards in the

Al ternative Regul ati on Pl an.

Finally, Anmeritech Illinois agrees with nuch of Staff’s

proposed renedy plan, with certain nodifications.

Al'l of this is discussed in nore detail by M. Hudzik.

Pl ease sumari ze Ameritech Illinois’ position regarding

Staff’s proposed penalty structure.

Ameritech Illinois agrees that service quality should be
renoved fromthe PCl cal culation and that the paynment of
penalties should be directed toward the custoners nost

affected. However, as described in nore detail by M.



| CC Docket No. 98-0252
Ameritech Illinois Ex. 3.1 (OBrien), p. 7o0of 7

Hudzi k, Ameritech Illinois believes Staff’s proposal
should be nmodified in several ways ? sonme of which wl

primarily benefit end users and sone of which will also

benefit Anmeritech Illinois.

First, for installation and repair delays, Staff proposes
that Ameritech Illinois should conpensate custoners only
in months in which it has m ssed the service quality
objective in the Alternative Regulation Plan. Aneritech
I1linois believes such nonth-to-nonth variation of
credits would be dissatisfying and confusing to custoners
and also would be difficult to adm nister. |Instead,
Ameritech Illinois proposes that, for an entire year
follow ng any year in which the installation and/or
repair benchmarks are mssed, all affected customers

shoul d receive credits.

Second, Aneritech Illinois also agrees with Staff’s
proposal relative to a credit for each m ssed
installation or repair appointment. Aneritech Illinois
al so supports custoner credits for installation and
repair delays, but believes that the Conm ssion’s
proposed credits should be capped at a | evel that
adequat el y conpensates custonmers for their |oss of

service, but does not provide a windfall for customers.
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I n cases of extended installation delay, for exanple,
Staff’s proposed penalty of $25 per day, w thout a cap,
could result in credits far out of proportion to the

val ue of service.

Third, Ameritech Illinois disagrees with Staff’s
proposed nmonthly credit of $2.25 to all custoners, and
suggests that the Comm ssion instead adopt Staff’s
alternative proposal for a $4 mllion annual “penalty,”
when Anmeritech Illinois fails nmeet appropriate standards
for operator answering, repeat trouble reports, and
busi ness and repair office answering. However, Aneritech
Il1linois believes this should be done outside the price

cap, as a custoner credit.

Pl ease summari ze Ameritech Illinois’ position regarding

t he GClI proposal.

Li ke Staff, GClI proposes that service quality be renoved
fromthe PCl calculation. |In addition, GCI proposes nmany
of the same new service quality neasures and benchmarks
as Staff. Ameritech Illinois can agree to those
proposals, to the extent noted in the context of the

Staff proposal.
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However, as M. Hudzi k explains further, many of the

ot her GClI proposals for additional nmeasures and/ or
benchmar ks go far beyond what is required to nmaintain and
assure acceptable service quality. It should be the goa
of all parties—-Anmeritech Illinois, the Conm ssion, and
GCl —t+hat service |levels be maintained. Aneritech
I1linois feels its revised proposal, which closely tracks
with Staff’s proposal, achieves this goal. However, it
appears that the goal of the GCI proposal, filled with
numer ous unneeded standards, unrealistic benchmarks,
onerous penalties, and burdensone reporting, is one ainmed
at puni shment of the Conpany, rather than |ooking at the
statutory objective for an Alternative Regul ation Pl an

for custoner expectations.

Do you agree with the increased and nore detailed service

qual ity reporting requirenents proposed by GCI?

No, | do not. The additional reporting requirenments
proposed by Ms. TerKeurst are clearly contrary to one of
the statutory goals of an Alternative Regul ation Plan —
“to reduce delay and costs over tine.” (220 ILCS 5/13-
506.1 (a)(1). In addition, as M. Hudzi k explains, these
addi ti onal reporting requirements would create

signi fi cant managenent and adni nistrative burdens for
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Ameritech Illinois, with little or no benefit to

custonmers.

PRI CI NG FLEXI BI LI TY

Q M. Koch and GCI object to any additional pricing
flexibility for services included in the Plan. (TerKeurst
at 44-46) (Koch at 31-32, 35-36) |Is increased pricing

flexibility necessary for Aneritech Illinois?

A. Yes, Aneritech Illinois needs nore pricing flexibility
t han was contained in the original Plan because
conpetition has devel oped strongly during the Plan and is
growi ng vigorously as described in Dr. Harris’ direct and
rebuttal testinony. There is general recognition by GCl
of the need for additional pricing flexibility. M.
Ter Keurst states “lI agree that sonme ampunt of pricing
flexibility is desirable, so that Aneritech Illinois can
respond to changes in the marketpl ace and gradually
restructure rates if they are not economcally rational.”?
However, Staff and GCI have raised sone concerns relative

to Aneritech Illinois’ proposal to increase pricing

flexibility by 1) increasing the allowable pricing

! TerKeurst Direct GCI Exhibit 1.0 page 45 lines 17-18.
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adj ustnment to 15% and 2) consolidating the four current

baskets to a single basket.

VWhat specific concerns have been raised by Staff and the
| ntervenors about a 15%Ilimt on price increases and

establishing a single basket?

Ms. TerKeurst (at 46) and the Staff (Staff 13.0 pages 35-
36) are concerned with the conbined inpact of 15% price
increases and a single basket on the residential prices.
The Staff (Staff 13.0 pages 31-32) raises two concerns
about the single basket. First, Staff is concerned about
di fferent classes of customers being discrimnated

agai nst. Second, Staff is concerned about retail and

whol esal e services being in the same basket.

Are you proposing sone changes in Aneritech Illinois’
pricing flexibility proposal to address the concerns

relative to the 15% pricing increase |imt?

Yes. | am proposing two alternatives dependi ng upon
whet her the Comm ssion adopts Aneritech Illinois’ rate
rebal anci ng proposal. The first alternative assunes the
rate rebal anci ng proposal is accepted. |In this case,
Ameritech Illinois would agree to limt any price

increases on included rate elenments to 5% per year over
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existing levels. As stated in ny direct testinony, one
reason for pricing flexibility increases is to allow
resi dence access lines to be priced at |east at LRSIC
pl us shared cost. |If Ameritech Illinois’ rate

rebal ancing is approved, these rates will be approaching
cost, so further necessary price adjustnments can be

managed without a need for a full 15%limt.

The second alternative assunmes the rate rebal anci ng
proposal is not accepted. Under that scenario, the limt
for any rate elenment nust be at |east a 10% i ncrease per
year over existing rates, but Aneritech Illinois would
agree to limt the increase for any individual service to
a maxi nrum of 30% over the next five years. This would

al | ow nost services to be brought to or near cost, albeit
over a |onger period than our original 15% proposal.
These two proposals retain the essential pricing
flexibility features while addressing the concerns of the

Staff and i ntervenors.

WIIl a single basket |lead to discrimnnation against

di fferent classes of custoners?

No, it will not. Part of the purpose of a single basket
is torectify past price differences between basic

residential services and ot her services, which are
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provi di ng support to residential rates. Therefore, a

singl e basket will |lead to reducing current class
di scrim nation, not introducing it. Furthernore, the
Ameritech Illinois proposal | just addressed, which wl

limt pricing flexibility, significantly reduces the
anount of allowable price increases, while still giving
Ameritech Illinois flexibility to respond to conpetitors
and to align its prices in preparation for a fully

conpetitive nmarket.

Pl ease respond to Staff’s concern that whol esal e and

retail services will be in the sane single basket.

That won’t happen because the Aneritech Illinois plan
renoves whol esal e services fromprice cap regul ati on.
Whol esal e prices are set through other regul ations that

make price cap regul ati on unnecessary. Therefore,

whol esal e prices will not be under price cap regulation
and will not be included in a basket with residence
servi ces.

Dr. Selwn (at Ex 1.0 pages 60-71) raises severa
“anticonpetitive” concerns. Wuld you address these

concer ns?
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Yes. The first concern expressed by Dr. Selwn is that
Ameritech Illinois would set prices without regard to
their relationship to cost. This is not so. Aneritech
Il1'linois has a continuing obligation to file its LRSICs
with its annual filings or when individual tariff filings
are made for services in the Plan. Therefore, Staff and
t he Comm ssion are able to make rate/cost conparisons for
rate changes proposed by Aneritech Illinois. This also
gives the Staff and Commi ssion the ability to assure that
no price reductions are proposed which would cause the
rate for any individual service to go bel ow LRSIC, which

is precluded under the Revised Plan (Schedule 1).

In the second and third concerns, Dr. Selwn suggests
that Ameritech Illinois could reduce the price of a
service just before declaring that service conpetitive
and then offset that decrease with an increase in rates
for other services remaining under price regulation.
VWile Dr. Selwyn is correct that his scenario is
possible, this is not a new possibility. Under the
current plan, Ameritech Illinois could have reduced
service prices just before declaring them conpetitive.
These reductions could have created headroom that would
have all owed Aneritech Illinois to avoid the annual x-

factor reductions. So while Dr. Selwyn has raised a
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specul ative scenario, it is one that has no basis in
fact. Anmeritech Illinois has not attenpted to do

sonet hing such as this in the past and in fact, had they
tried to do so, such an action would |ikely have cone

under cl ose scrutiny by the Comm ssion and Staff.

Alternatively, Dr. Selwn suggests that Ameritech
Il1linois could raise the price just before declaring a
service conpetitive. Since any increase in prices would
have to be offset by a decrease in prices in other
services that remain under price caps, Dr. Selwn’'s
hypot hetical scenario is the exact opposite of the above
scenario and would result in |ower prices for those
services. Dr. Selwn’ s unique logic is that both

| owering and raising prices for non-conpetitive services

is harnful to consuners.

Dr. Selwyn’s fourth concern is that w thout a basket
structure it is not easily possible to determ ne how
Ameritech Illinois is affecting any particul ar customer
class. This concern is unfounded, however. Even under
the current basket structure, residential services are

i ncluded in both basket 1 and basket 4. However,
Ameritech Illinois files a spreadsheet listing all of the

services as part of its annual filing, so the inpact on
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any custonmer class can be determ ned by sinply adding
toget her the changes for the appropriate services. Since
this concern can be resolved by adding a few nunbers,
there is no need for it to be a determ nation of the

basket structure.

Finally, although Dr. Selwn clains that Ameritech
I11inois’ plan would be anticonpetitive, his

nodi fications to the plan woul d di scourage, not foster,
conpetition. GCI recommends | ower prices for nost
services, particularly residential prices. As discussed
by Dr. Harris and M. Gebhardt, such price decreases
woul d reduce conpetitors' interest in entering the

tel ecomruni cati ons market in Illinois, especially for

residential custonmers.

Staff (Staff 13.0 pages 34-35) presents an alternative
met hod for conputing the API for the combined basket. Do

you agree with their conputation?

Staff used the price cap revenues and indices as filed in
the April 1, 2000 annual filing. M. Koch should have
used the revenues and indices fromthe July conpliance
filing, which was filed in response to the Comm ssion’s
Order in Docket 00-0260, relating to the April 1, 2000

annual filing. However, Ameritech Illinois is willing to
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use his method of conputation after the 911, access, and
resal e services have been renoved fromthe price cap
baskets, and | have revised ny Schedule 1 accordingly.

Schedul e 2, attached, shows these conputations.

Q Ms. Ter Keurst (at 46) suggests that the cap on basic

residential service be extended. What is your response?

A. | absolutely disagree. This cap was | egislatively
mandated for the first three years of the plan and
ext ended by the Conm ssion for two additional years. The
pur pose was to provide price protection for residential
custonmers at the outset of this new regul atory regine.
However, now that the plan has proven successful, there
is no reason to reinstate this cap which has al ready
expired. In fact, as discussed by M. Gebhardt and M.
Sorenson, prices for sone basic residential services,
whi ch have not changed since 1990, need to be increased
in order to fully recover their costs. |In addition, Dr.
Harris presents strong evidence that the residential
rates need to be increased to be equitable and to all ow
conpetition to grow vigorously in the residential market,

as it already has in the business narket.

PRI CE | NDEX FORMULA
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s Ms. TerKeurst’s defense of the Conm ssion’ s approval

of only negative exogenous changes vali d?

No. It is inportant that the exogenous changes be
applied equitably to both positive and negative exogenous
changes even though the Comm ssion has to date approved

only the negative exogenous changes that woul d reduce

prices.

s Ms. TerKeurst correct to be concerned about the

i mredi ate flow through of Comm ssion ordered changes?

No. In particular, the Comm ssion should recognize any
mandat ed reduction in rates outside price caps as
positive exogenous changes to all ow equitabl e treatnent
for Ameritech Illinois. The Staff agrees. It states
“the Conm ssion allows the Conpany to file for an
exogenous change within 30 days of such revenue

reduction.” (Staff Ex. 2.0 p.12)

| s there anything about Aneritech Illinois’ exogenous

factor proposal that is one-sided (Selwn at 57-58)?

No. The ability to apply exogenous changes to the PCl

after a Comm ssion order rather than wait for the next
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annual filing is appropriate and would apply to both

negati ve and positive exogenous changes.

How do you respond to the Staff’s difficulties in

review ng the APl conputation?

This concern was raised in the |ast annual filing and has
been resol ved by Comm ssion order. The ICC Order in
Docket No. 00-0260 issued on June 27, 2000 states on page
7.

“In future filings, IBT shall provide

docunent ati on of the changes to the API that

occur during the course of the year and shal

do so in its initial comments. The

i nformati on/ docunmentati on should take a form

simlar to Attachnment 4 of IBT s reply

coments. |BT shall also include the

recal cul ati on of the proposed and current

revenue for each tinme the APl changes over the

course of the year, simlar in formto Exhibit
5 of its initial coments.”

Dr. Selwn (CA 3.0 at 37-41) proposes a one-tine
adj ustment of 4.8% for merger savings. |s his adjustnent

appropri ate?

No, because his proposal is in conflict with the order in
t he nmerger savings docket. Dr. Selwn s proposal is
based on forecasts of the nerger savings. His sane
proposal was made and was rejected in the Merger Docket

98-0555. In contrast, my proposal, described in ny



| CC Docket No. 98-0252
Ameritech Illinois Ex. 3.1 (OBrien), p. 20o0f 20

direct testinony, is based on actual savings as specified

in the Merger Order.

VWhat is the Staff’s position on the Merger Savings?

Staff (Staff Ex. 4.0 pages 8-10) recomends that the
final conputation of nmerger savings be deferred until the
next review of the Plan. Staff cites delays in
conpleting the audits necessary to capture the nerger-
related costs and savings as the reason for the del ay.

It would appear to nme that Staff may be deferring any
per manent flow through of the net savings until the

conpl etion of the next review of the Plan and envi sions
the enmpl oyment of an arny of auditors to continually
review t he Conpany’s nerger savings val ue over an
unreasonably extended tinme franme. Such activity is
costly, time consum ng, and puts customers on hold for
their “advertised” benefits. In ny view, it’'s a problem
for conpetitors too, for not only will they not know the
Conpany retail prices against which they will conpete,
they also may not be certain of price breaks that my
come their way for network el ements they purchase from

Ameritech Illinois.

What is your response to the Staff’s position?
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A. The net saving should be based on 2002, pursuant to the
Merger Order. At that time the net, actual nerger
savings will have been realized and the custoners’ share
can be passed on. To wait |longer would not be in either
t he custoners or Conpany’s best interest. Also it wll
be nore difficult to identify what savings are nerger
rel ated and what savings are as a result of external
changes as nore tinme passes. Moreover, there is no need
to litigate this issue again. However if Staff feels
that the 2002 net savings cannot be conpleted in tinme for
inclusion in the 2003 annual price cap filing, Ameritech
Il1linois would support a separate filing after the 2003
annual filing. The merger-related savings could be
passed along to customers outside of the annual filing as

| have proposed for other exogenous changes.

REPORTI NG REQUI REMENTS

Q VWhat is your opinion of excluding AADS investnment in the
reporting requirenents as suggested in TerKeurst(at 72-

82) ?

A. There is no reason to exclude AADS investnment. As

expl ai ned by M. Jacobs, investnents made by AADS,
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i ncluding for such services as Project Pronto, bring
i nnovation to custoners of Anmeritech Illinois, as well as
all owi ng conpetitive carriers to utilize the network to

bring their own innovative services to end users. This
is one of the goals of Alternative Regulation ? to spur

i nnovati on.

Cbviously, it is possible to exclude AADS investnent in
any infrastructure reporting requirenents. However, in
subsequent reviews, the amount of innovation that can be
attributed to Ameritech Illinois would be significantly
reduced. Aneritech Illinois would be willing to exclude
AADS i nvestnent fromreporting, with the understanding
that it would be unreasonable for the Conm ssion or the

parties to expect innovation in advanced services such as

DSL for Aneritech Illinois.

Pl ease comment on Ms. TerKeurst’s di scussi on of
infrastructure reporting requirements (TerKeurst at 81-

82) .

VWile I still feel that any infrastructure investnent or
reporting requirenent is duplicitous with the nerger
requi rements, Anmeritech Illinois would be willing to
provi de anot her copy of the infrastructure report

provi ded pursuant to the nerger order as part of the
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Alternative Regul atory reporting requirenments if that

woul d assist the Staff.

Q Pl ease comment on continuing the financial and other
reporting requirenents suggested by Ms. TerKeurst (at 83-

84) .

A One purpose of Alternative Regulation is to elimnate the
necessity for continued oversight of a conpany’s
financial performance as is done under rate-of-return
regulation. To require such financial reporting would be
burdensome to the Conpany and woul d not be consi stent
with a goal of alternative regulation to reduce the costs

of regul ation.

REVI EW OF THE PLAN

Q Do you agree with Dr. Selwn (at Chicago Ex 1.0 pages 72-
73) and Ms. TerKeurst (at 84) that periodic reviews of

the Pl an should be schedul ed?

A. No. As stated in ny direct testinony, there is no reason
to schedule a future review at this tine. It would be
especially unnecessary to have such a review as soon as
March 2004 as suggested by Ms. TerKeurst (at 84), with a

filing in 2003. The Plan, with any revisions, will have
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been in place for less than two years by then. |f there

shoul d be sonme need for a review in the future, the

Conmmi ssi on can schedule a review on its own initiative or
at the request of any party, if appropriate. There is no
need to try to predict future events at this time and

schedul e a specific review date.

CONCLUSI ON
Q How woul d you sunmari ze your testinony?
A Ameritech Illinois is presenting a Plan that continues

t he benefits of price regulation to consuners, while
preparing for a transition to a conpetitive marketpl ace.
Several nodifications of Ameritech Illinois’ original
proposal have been made to address the concerns raised by
the Staff and intervenors where these changes are
appropriate. In contrast, Ameritech Illinois rejects
many of the extrene recomendations of the intervenors,
who have generally pursued an objective of rate

reducti ons, nore regulation, and nore reporting, all of
which are contrary to the goals of Alternative
Regulation. In addition, these proposals would stifle

conpetition and di scourage investnment in the
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tel ecommuni cations infrastructure in Illinois by both

Aneritech and other carriers.

Does that conplete your rebuttal testinony at this tinme?

Yes, it does.



